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‘das of Operat 


ne en ene Elk Point Resources Inc. is a & ; lent emerging 
.6 Consolidated ae ee ; 

——— junior oil and gas company with headquarters 
Financial Statements 


in Calgary, Alberta. 
9 Notes to Consolidated ‘The Company is engaged in fu//-cycle exploration, 
- Financial Statements production and 

4 Corporate Information marketing of crude oil and natural gas 
8 as well as the acquisition and enhancement 


of oil and gas assets in western Canada. 


Guided by the principles of 


and continuous improvement, 


our mission is to be an 


and profitable oil and gas company. 


Elk Point’s management team is committed to achieving 
managerial and technical excellence 


in the pursuit of profitable growth. 


The Company’s corporate philosophy embodies 
communication, commitment, 
technical diligence, aggressive implementation, 


and a collaborative approach in dealing with 


industry partners and the service sector. 


The Annual General Meeting of Shareholders will be held on Thursday 
May 30, 1996 at 3:00 pm at the Calgary Petroleum Club, 
319 - 5 Avenue S.W., Calgary. All shareholders and other interested 


) 


parties are invited to attend. 
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ean: 1995 1994 %o Change 
financial (5) 
Revenue net of ee 4,3 73 733 1,549,942 +182 
E unds Co. ap 2,113,595 652,990 +224 
Per Oe : 0.08 0.04 +100 
Net Earnings 368,595 124,990 +195 
Per share 5 0.01 0.01 - 
Shares ( Weighted Averages) 26,270,882 17,319,302 Oe 
Shares (Outstanding at Dec. 31) 32,916,491 PSSM ASAT 2 Si/ 
operating 
Crude Oil and NGLs Production (Bbls/d) 123 61 +102 
Average Price ($Cdn[bbI) 21.44 18.76 +14 
Napura) Cas Producnon (Mafia) 6,876 1,800 4282 
Average Price (8Cdn|mcf) 1.35 1.64 -18 
Reserves (proven plus probable) 
Crude Oil and NGLs (MO66/s) 1,551.7 242 +54] 
Natural Gas (Bd) 24.2 16 +5/ 
funds from 
operations production 
($ thousands) (BOE/d) 
a s 
mo By year end, Elk Point had boosted 
its production to 1,200 barrels of oil 
Ss 4 equivalent per day. ‘he Company’s 
i . exploration initiatives in 1995 
generated a notable light oil dis- 
aS Rs covery at Huntoon which will be 
i = enhanced in 1996 by a horizontal 
drilling program. In the coming 
s z year, a multi-prospect exploration 
E: program will be pursued on an 
undeveloped land base of 78,000 
s s net acres. hese endeavours will be 


Cy Vs) 94 95 


augmented with a portfolio of nat- 
ural gas development projects and 


an active acquisition program. 


eCie reized in our approach and decisive in our actions as we pursue 


new growth opportunities. 


A Year of Record Activity Elk Point maintained a high activity level 


southeastern over the past year which translated into significant growth 1n our operating and 


were financial results. The Company successfully implemented its growth strategy, 
h a notable drawing on the exploration expertise, project development skills and ingenuity of 


its management team. 


Elk Point completed eight oil and gas acquisitions in 1995 including four in its 
core area at Saddle Hills. A low working interest, non-operated producing oil prop- 
erty was considered non-core and we successfully disposed of this asset at a price 
which enhanced shareholder value. Our exploration initiatives in southeastern 
Saskatchewan were rewarded with a notable new oil pool discovery from the 
Frobisher zone at Huntoon. We operate this project and hold a 100 percent work- 
ing interest over the majority of the pool. A merger with Bellevue Resources Ltd. 
positioned Elk Point with a new exploration area at Pembina and 12 operated 
exploration prospects.We established four core areas of activity in 1995 pursuing 
light oil in southeastern Saskatchewan, longer life, medium depth, natural gas and 
light oil in the Peace River Arch and Pembina areas, and shallow natural gas in 


northeastern Alberta. 


Elk Point exited the year with production rates exceeding 1,200 barrels of oil 
equivalent per day and continued to develop projects on its significant undevel- 
oped land base. Our long term vision, definitive growth strategy and empowered 
management team create the synergy necessary to ensure continued profitable 


growth and expansion of our reserve and production base. 


Operational Highlights Elk Point’s ability to operate the majority of 
its drilling activities was a key highlight of 1995. We participated in the drilling of 


21 gross (12.7 net) wells in 1995. Nine gross (4.2 net) wells were cased as gas wells, 
five gross (5.0 net) were cased as oil wells and seven gross (3.5 net) were dry and 


abandoned. Elk Point was the operator of 16 of these wells. 


report toshareholders 


During the year, Elk Point expanded its operated Pinehurst 
central compression and gas gathering facilities and tied-in 
five shut-in gas wells to those facilities. At year end, a 
booster compressor was added at Pinehurst and three addi- 


tional wells were placed onstream in February 1996. 


At Huntoon, in southeastern Saskatchewan, Elk Point drilled 
and completed four oil wells with a 100 percent working 
interest. In 1996, we will build and operate a central oil 


battery, flowline and water disposal system on this property. 


Exploration Success Drives Future 
Growth Elk Point commenced its exploration activities 


primarily in the fourth quarter of 1995 with a low to medium 
risk drilling program. The Company targeted natural gas at 
Saddle Hills, Pinehurst, Craigend, Bat Lake and Amisk, and 
light oil in southeastern Saskatchewan. We achieved success 
in all areas, with the Huntoon Frobisher light oil pool 
discovery providing the most significant contribution to the 


Company’s reserve and production base. 


At Huntoon, Elk Point’s four well drilling program increased 
production by 400 barrels per day. ‘This operated light oil 
property can be developed using horizontal drilling technol- 
ogy which will enhance both the productivity and ultimate 
recovery of oil from the pool. We have identified two verti- 
cal and six horizontal drilling locations on our undeveloped 


lands on this prospect for development in 1996. 


An aggressive exploration program 1s planned for 1996, 
targeting light oil on five exploration prospects in southeast- 
ern Saskatchewan, and natural gas on partially developed 


properties at Saddle Hills, Pembina, Pinehurst and Amisk. 


Complementary Strategic Acquisitions 


Complementing our exploration success, we pursued a 


strategic acquisition program aimed at enhancing our posi- 
tion in core areas at Saddle Hills and Spirit River in the 


Peace River Arch and at Pinehurst in northeastern Alberta. 


At Saddle Hills, Elk Point 
increased its natural gas 
reserves through four acquisi- 
tions and partially financed 
these transactions by disposing 
of a low working interest 
producing oil property in the 
same area. At Spirit River, we 
acquired a producing oil prop- 
erty with a significant gas devel- 
opment opportunity as well as 


infill oil drilling potential. 


At Pinehurst, Elk Point pur- 
chased three shut-in gas wells, 
two of which were tied into 
the existing Pinehurst gas 
gathering and compression 


system in early 1996. 


Effective April 1, 1996, we 
acquired working interests 
ranging from 23 percent to 100 
percent in four shut-in natural 
gas wells in the Saddle Hills 
area. Elk Point also increased 
its working interest from 30 
percent to 70 percent in the 
operated Saddle Hills gas pro- 
cessing facility which com- 
menced production in the 
second week of April 1996. 
‘The acquired property has nat- 
ural gas reserves estimated at 
8.25 Bef net to the Company. 
In the same transaction, we 
acquired a 50 percent working 
interest 1n two oil wells and 320 
net acres of lands at Huntoon. 
We plan to drill three horizontal 
wells on the acquired lands in 


the second quarter of 1996. 


Corporate Development On August 22, 1995, 
Bellevue Resources Ltd. became a wholly-owned subsidiary 
of Elk Point for a consideration of 4.5 million Elk Point 
shares. The net assets of Bellevue Resources Ltd. included 
approximately $1,000,000 of working capital, 37,000 net 
acres of undeveloped land in Pembina, Alberta and 
Montana, and production of 13 barrels of oil equivalent per 
day. At year end, Bellevue was amalgamated into Elk Point. 
As a result of this merger, Elk Point is positioned with a 
portfolio of operated drillable prospects and undeveloped 
land at Pembina, a new area where we will pursue explo- 


ration activity. 


On November 30, 1995, Elk Point issued 3,300,000 million 
flow-through shares at a price of $0.47 per share, raising a 
total of $1,551,000 which was used to partially fund its 


exploration program. 


On March 20, 1996, we entered into an agreement to issue 
6.5 million Special Warrants at a price of $1.05 per Special 
Warrant to raise gross proceeds of $6,825,000. This private 
placement financing is scheduled to close on April 9, 1996 
and the funds will be used to acquire and develop oil and 


gas assets in our core areas at Saddle Hills and Huntoon. 


Marketing and Risk Management The 
cornerstone of Elk Point’s natural gas marketing strategy is a 
gas purchase contract with ProGas Limited for a volume of 
11 million cubic feet per day. We will increase our sales 
under this contract in 1996 as additional gas wells are placed 
onstream. Sales under this ProGas contract provide Elk 
Point with exposure to higher gas prices in the Northeast 


and Midwest markets of the United States. 


As part of our risk management strategy, Elk Point hedged 
150 barrels a day of oil production for 1996 at $24.52 Cdn. 
per barrel. We subsequently hedged 100 barrels per day of 
oil production from March to December 1996 at $23.76 Cdn. 


per barrel. 


Building on Our 
Financial 
Performance During 
1995, Elk Point recorded cash 
flow from operations of 
$2,113,595, a 224 percent 


increase from 1994. On a per 


share basis, cash flow rose to 
$0.08 in 1995 from $0.04 in 
1994, representing a 100 per- 
cent increase. Net earnings 
increased 195 percent to 
$368,595 in 1995 versus 
$124,990 in 1994, while ona 
per share basis, net earnings 
were unchanged at $0.01. 
Revenue, net of royalties, rose 
to $4,373,733 in 1995 compared 
to $1,549,942 in 1994. Net 
capital expenditures for 1995 
amounted to $7,711,097. Elk 
Point has budgeted a capital 
program of $11.7 million for 
1996 to be funded from cash 
flow, a revolving production 
loan facility and an equity 


financing of $6.8 million. 


Industry 


Environment Natural 
gas prices languished in 1995 
due to a warm winter and high 
storage inventories throughout 
North America. However, 


warm weather over the 1995 


summer season in the United States increased demand for 
air conditioning and prevented U.S. buyers from refilling 
storage levels. Gas buyers entered the heating season of 
1996 with storage levels seven percent below the previous 
year. An exceptionally cold winter in North America in early 
1996 depleted storage in the eastern consuming regions of 
the U.S. and Canada, sending spot gas prices spiraling 
upwards. Storage levels in Alberta take longer to deplete, 
but will be substantially drawn down by the end of April 
1996. As a result, the outlook for natural gas prices in 1996 
is favourable, with high demand for storage gas anticipated 


over the summer months. 


Crude oil prices were relatively strong in 1995 and strength- 
ened in the first quarter of 1996 due to low heating oil invento- 
ries and cold weather in the United States. Prices are expected 
to experience slight downward pressure in the second half of 


the year in anticipation of Iraqi oil being brought onstream. 


Activity levels of producers will be reduced by the ongoing 
consolidation of companies in the industry. Acquisition 
opportunities will increase for Elk Point as larger companies 
try to improve their balance sheets and effectiveness 
through asset dispositions. In this environment, our 
Company’s ability to compete is enhanced by our pursuit of 
niche opportunities, use of strategic acquisition criteria and 
application of internal expertise in exploration, production, 


operations and marketing. 


Outlook for 1996 The upcoming year will be mon- 
umental for Elk Point and its shareholders. Guided by a clear 
vision and successful strategy, we are positioned with signifi- 


cant growth opportunities at Saddle Hills and Huntoon. 


Value-added activities will focus on our strengths in explo- 
ration, project development, asset acquisitions, production 
optimization and marketing. Elk Point will continue to 
enhance its creative environment by emphasizing empower- 


ment and continuous improvement. 


We are pleased with the exem- 
plary interest and encourage- 
ment we have received from 
our shareholders and would 
like to thank you for your sup- 
port. Elk Point would also like 
to welcome its new sharehold- 
ers as a result of the Bellevue 
merger, the flow-through share 
issue and the recent Special 


Warrant private placement. 


‘The ongoing guidance and 
active role of our Board of 
Directors has been a major fac- 
tor in Elk Point’s success to 
date and is acknowledged and 
appreciated. ‘The appointments 
of Mr. ‘Iroy Brazzoni and Mr. 
Brian Goodfellow to Vice- 
President, Exploration and 
Vice-President, Production and 
Operations, respectively, recog- 
nizes their past and ongoing 
contributions to the Company’s 
successful strategy and growth 
activities. Finally, I would like 
to thank Elk Point’s team of 
dedicated professionals, support 
staff and consultants for their 
energy, skill, and commitment 
to building a dynamic and prof- 


itable oil and gas company. 


Respectfully submitted on 
behalf of the Board of 


Directors, 


ee jee 


Aidan M. Walsh, P. Eng. 
President & C.E.O. 
April 15, 1996 


on operation 


Our exploration goal is to develop 41gh quality, long life oil and gas reserves. 


Our finding and develop- 


nent costs were $4.41 per 


barrel of oil equivalent of 


total proven reserves and 
$3.78 per barrel of oil 


valent of total proven 


half probable 


Elk Point’s objective in 1995 was to initiate its exploration activities in southeast- 
ern Saskatchewan and position itself with an inventory of exploration prospects on 
an expanded undeveloped land base. These exploration activities were balanced 
with acquisitions and development focused on the Company’s key properties 

at Saddle Hills and Pinehurst in the Peace River Arch and northeast Alberta core 


areas respectively. 


Exploration Strategy Elk Point’s reserve and production base grew sub- 
stantially in 1995 with finding and development costs of $4.41 per BOE of total 


proven reserves and $3.78 per BOE of total proven plus half probable reserves. 


Elk Point boosted its total proven plus probable crude oil and NGL reserves by 
541 percent to 1,552 mbbls in 1995 compared to 242 mbbls in 1994. ‘Total proven 
plus probable natural gas reserves were 24.2 Bcf at year-end 1995 compared to 


16 Bcf in 1994, a 51 percent increase. 


AREAS OF OPERATIONS 


Saddle Hills 
Spirit River/Gordondale 
Woking 


Pembina 


Carbondale 


‘The Company’s net undeveloped land holdings increased 
249 percent to 77,811 net acres in 1995 compared to 22,301 


net acres in 1994, 


Key components of the Company’s exploration strategy are: 
= internally generated prospects; 

= an active land acquisition program; 

= a focus on light oil and natural gas; 

= exploration in areas with Crown or freehold lands available; 
= pursuit of multi-zone, medium depth targets; 

= participation with high working interests; and 


= Operatorship. 


Development Strategy The Company’s oil and 
liquids production doubled to 123 bbls/d in 1995 compared 
to 61 bbls/d in 1994, while natural gas production increased 
282 percent to 6,876 Mcf/d in 1995 compared to 1,800 Mcf/d 
in 1994. On a barrel of oil equivalent basis, Elk Point 
increased its production 236 percent to 810 BOEPD in 1995 
compared to 241 BOEPD in 1994. 


Elk Point’s development strategy consists of: 

= developing core areas for operational focus; 

= participating in the operatorship and ownership of oil and 
gas infrastructures; 

= using in-house engineering, project development and mar- 
keting expertise to capitalize on niche opportunities; 

= minimizing the project life cycle between initial expendi- 
ture and production; 

= maintaining an inventory of medium risk projects; and 

= pursuing acquisitions to entrench the Company’s positions 


and achieve economies of scale in its core areas. 


Southeastern Saskatchewan Elk Point has 


five exploration prospects targeting light oil in southeastern 


Saskatchewan with working interests ranging from 33.33 
percent to 100 percent and plans to evaluate these prospects 
in 1996. The Company has 4,782 net acres of undeveloped 


land on these prospects. 


Huntoon 

Elk Point’s exploration initia- 
tives were rewarded in the 
fourth quarter of 1995 with a 
significant new light oil pool 
discovery at Huntoon in south- 
eastern Saskatchewan. In the 
fourth quarter, the Company 
drilled and completed four oil 
wells with a 100 percent work- 
ing interest and a combined 
initial production rate of 
approximately 400 barrels per 
day. ‘The Company operates 
this property and has a 100 per- 


cent working interest over the 


majority of the pool. 


Elk Point Working Interest: Horizontal Drilling 
Mas 100% Locations 
50% @ Oil Well 
© Location @ Suspended Oil Well 
HUNTOON 


‘This property can be optimally 
developed using horizontal 
drilling technology which will 
enhance both the productivity 
and ultimate recovery of oil 
from the pool. ‘The Company 
has identified two vertical and 
six horizontal drilling locations 
on its lands at Huntoon for 


development in 1996. 


To date in 1996, Elk Point has successfully drilled and com- 
pleted one horizontal and one vertical well at Huntoon, 
contributing initial production of 500 barrels per day net to 


the Company. 


Elk Point has made an application to the Saskatchewan 
Energy and Mines for Good Production Practice for the 
Huntoon pool in order to implement and optimize its hori- 
zontal drilling program. The Company plans to build a 
central oil battery, flow line and water disposal system on 
this property in 1996 which will have a favorable impact on 
operating costs. A pipeline connection to the southeastern 
Saskatchewan crude oil pipeline transportation system will 
also be evaluated to reduce the cost of transporting oil to 


market by truck. 


Elk Point markets its crude oil from Huntoon through an 
established crude oil marketing company generating a favor- 


able netback price. 


Northeastern Alberta 


Pinehurst 


Elk Point operates an extensive gas gathering and process- 
ing facility in the Pinehurst area, located approximately 100 
miles northeast of Edmonton. The Company owns an inter- 
est in 58.5 sections of petroleum and natural gas rights in 


this area of which 17,275 net acres are undeveloped. 
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Elk Point developed this prop- 
erty as a grass roots project 
using its internal technical 
expertise in project manage- 
ment, acquisitions, facility 
design and construction, explo- 
ration, drilling and completions 
and natural gas marketing. 
‘The central facilities were 
expanded in February 1995 
from 3.0 to 5.5 million cubic 
feet per day of capacity. The 
Company owns a 50 percent 
working interest in this natural 
gas gathering and processing 
infrastructure creating an oper- 


ational niche. 


Early in 1995, Elk Point 
increased its land holdings in 
the Pinehurst area by negotiat- 
ing a farm-in on 11.5 sections 
of undeveloped lands. ‘The 
Company committed to drill 
three wells by March 31, 1996 
to earn interests in 2,957 net 
acres of undeveloped lands. 
‘Two of the earning wells were 
drilled in February 1995 and 
were placed onstream in early 
March of that year. A third well 
was successfully drilled and 
completed in March 1996. 


Elk Point purchased a 75 per- 
cent working interest in three 
shut-in gas wells and 7,200 net 
acres of undeveloped lands in 
the Pinehurst area in 
December 1995. ‘Two of these 


wells were tied-in in February 1996 and the Company 
drilled, completed and tied-in a third well on these lands 


during the same period. 


The Pinehurst natural gas reserves are dedicated to a long 
term gas contract with ProGas Limited. Sales under this 


contract commenced in April 1995. 


Elk Point has identified four seismic anomalies for future 


development drilling on its existing lands in this area. 


Amisk 


The Amisk area is located approximately 70 miles northeast 
of Edmonton. Elk Point operates and has working interests 
ranging from 67 percent to 100 percent in six producing and 
five shut-in gas wells and a 67.5 percent working interest in 
a central gas plant facility in this area. ‘The property also 
includes a 66.7 percent working interest in a booster com- 
pressor and a 20.1 percent interest in a gathering pipeline 
which transports production trom one of the wells to a third 


party operated gas plant at Flat Lake. 


‘The Company identified four drilling locations on seismic 
anomalies on its 3,407 net acres of undeveloped lands on 
this property. ‘Iwo of these locations were drilled in the first 
quarter of 1996. One well was cased as a gas well and was 


placed on production in late March 1996. 


Peace River Arch 
Saddle Hills - Sweet Natural Gas 


The Saddle Hills area is located in northwestern Alberta, 
approximately 35 miles northeast of Grande Prairie. The 
Company was very active in this area in 1995 completing 
four acquisitions and one disposition with the goal of mak- 
ing this area core for natural gas exploration and production. 
Elk Point acquired working interests ranging from five 
percent to 100 percent in four producing and three shut-in 
gas wells and 10 producing oil wells with net production of 
15 barrels per day from the Doe Creek formation. Elk Point 


then disposed of its light oil producing wells in the area 


which were non-operated with 
low working interests and 


viewed as non-strategic. 


Elk Point participated in the 
drilling of five gross (1.7 net) 
wells of which three gross 
(0.7 net) were cased as gas 
wells and two gross (1.0 net) 


wells were dry and abandoned. 


Elk Point’s strategy in this area 
was to develop an operated 
sweet natural gas processing 
facility tied into the NOVA 
system to provide a base for its 


operations. 


After completing a major acqui- 
sition of both sweet and sour 
gas reserves in the southern 
portion of Saddle Hills in 
October 1995, the Company 
saw an opportunity to develop 
such a facility. Elk Point 
applied for and received a per- 
mit to build a 7.5 million cubic 
feet per day sweet gas compres- 
sion, dehydration and amine 
sweetening facility from the 
Alberta Energy and Utilities 
Board and received nomina- 
tions for all of the processing 


capacity from its partners. 


‘The Company commenced the 
design of this operated facility 
at year end for a proposed start- 
up in April 1996. Elk Point 
recently increased its owner- 


ship in this processing facility 


from 30 percent to 70 percent as part of the acquisition of 
four shut-in gas wells with working interests ranging from 23 
percent to 100 percent in the project area. ‘This increases 
Elk Point’s capacity in the facilities to 5.3 million cubic feet 
per day. The Company’s share of initial production is 
expected to be 4.5 million cubic feet per day in April 1996, 
increasing to full capacity of 5.3 million cubic feet per day 


with additional drilling later in the year. 


Elk Point has identified up to five drilling locations on its 
lands at Saddle Hills for development in 1996. 


Saddle Hills —- Sour Natural Gas 


Elk Point has working interests ranging from 25 percent to 
100 percent in four shut-in natural gas wells at Saddle Hills 
which are slightly sour and would require treating for 
removal of hydrogen sulphide. ‘These wells, which have a 
net deliverability of 3.5 million cubic feet per day, require 
processing capacity in one of the existing major sour process- 


ing facilities in close proximity at Sexsmith or Teepee Creek. 
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Elk Point has also identified 
three low risk drilling locations 
for sour gas on Its existing 
lands. ‘These high quality nat- 
ural gas reserves provide the 
Company with long term deliv- 
erability and potential for 


growth in 1997 and beyond. 
Woking 


‘The Woking area is located in 
northwestern Alberta approxi- 
mately 40 miles northeast of 
Grande Prairie. Natural gas is 
produced in this area from the 
Paddy, Cadotte, Notikewin, 
Bluesky, Gething, Cadomin, 
Belloy and Kiskatinaw forma- 
tions. Elk Point has a 25 
percent working interest in the 
Woking gas plant which has a 
design capacity of five million 
cubic feet per day. A well in 
which the Company has a 13.7 
percent working interest was 
recently tested at 4.0 million 
cubic feet per day and is sched- 
uled to be placed onstream in 
the second quarter of 1996. 
‘The Company’s share of future 
production from this well is 
estimated to be 0.4 million 


cubic feet per day. 


Spirit River/Gordondale 
‘The Gordondale area is located 
50 miles northeast of Grande 


Prairie in northwestern Alberta. 
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In addition to net oil production of 20 barrels of oil per day 
from the Progress Doe Creek Unit No. 1 which is currently 
under waterflood, Elk Point has working interests ranging 
from 12.5 percent to 28 percent in four shut-in gas wells and 
four non-unit Gething and Doe Creek oil wells. The 
Company has plans to participate in the drilling of one well 


and the recompletion of two wells in the area in 1996. 


Pembina 

Elk Point has an interest in 9,768 net acres of undeveloped 
land in the Pembina area where the Company operates 11 
exploration prospects with an average working interest of 50 
percent. Elk Point plans to evaluate these prospects in the 


fourth quarter of 1996. 


Reserves 


Crude Oil & 


Natural Gas Natural Gas Liquids 


(at December 31, 1995) (Bcf) (Mbbls) 
Proven 19.8 940.7 

Probable 4.4 611.0 

Total 24.2 1551.7 
Undeveloped Land Holdings 

(Acres) 1995 1994 

Gross 236,218 105,815 

Net 77,811 22,301 

Average Interest 32.9% 21.1% 


Environment The 
Company is aware of the envi- 
ronmental risks which are 
inherent in its business activi- 
ties. Specifically, risks include 
the potential pollution of the 
air, land and water, and the dis- 
ruption of natural habitats. Elk 
Point is committed to protect- 
ing and maintaining the envi- 
ronment with respect to all 
corporate operations on behalf 
of shareholders, employees and 
the general public. ‘The 
Company conducts its business 
in compliance with all provin- 
cial and federal operations and 
environmental regulations, and 
refers to the Environmental 
Operating Guidelines for the 
Alberta Petroleum Industry as 
a guide. ‘The planning and due 
diligence exercised by the 
Company is evidenced by the 
consultative approach taken on 
its Pinehurst natural gas pro- 
ject. By conducting its opera- 
tions with the protection of the 
environment as a priority, the 
Company reduces the risks 


associated with its activities. 


Reconciliation of Changes in Company Working Interest Reserves 


Natural Gas Crude Oil Natural Gas Liquids 
(Bef) (Mbbls) (Mbbls) 
Proven Probable Proven Probable Proven Probable 
Reserves Dec. 31, 1994 12.8 4.1 181.1 Doo) Sey) _ 
Production to Dec. 31, 1995 ss - 43.5 — = = 
Net Additions OS) 0.3 831.9 SMF ZA) — 
Divestitures - - 61 42 - = 
Reserves Dec. 31, 1995 19.8 4.4 908.5 611 B22 = 
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d by the Company reflects our record activity levels 


g the past year. 


Elk Point expanded its cash flow and production base in 1995 with successful 
exploration, development and acquisition programs. Cash flow increased 224 per- 
cent and net earnings increased 195 percent. Finding and development costs were 
$4.41 per barrel of oil equivalent for total proven reserves and $3.78 per barrel of 


oil equivalent for total proven plus half probable reserves. 


Revenues Gross revenue from oil and gas production net of royalties was 
$4,277,296 in 1995 compared to $1,522,602 million in 1994. Natural gas sales aver- 
aged 6,876 thousand cubic feet per day in 1995 compared to 1,800 thousand cubic 
feet per day in 1994, and crude oil and natural gas liquid sales increased to 


123 barrels per day in 1995 compared to 61 barrels per day the previous year. 


Revenue from gathering and processing increased to $297,969 or $1.00 per barrel 
of oil equivalent in 1995 compared to $55,464 per barrel of oil equivalent in 1994. 


Natural gas prices decreased to $1.35 per thousand cubic feet in 1995 compared to 
$1.64 per thousand cubic feet in 1994, tracking an overall industry decline in gas 
prices which was caused by high shortage levels and a warm winter season. Crude 
oil and natural gas liquids sales prices improved to $21.44 per barrel in 1995 com- 
pared to $18.76 per barrel in 1994. 


Interest and Other Income Interest income earned was $7,962 in 
1995 compared to $11,245 in 1994. Other income was $88,475 in 1995 compared to 


$16,095 in 1994. The increase was largely due to a one time settlement payment 


from ProGas Limited. 


General and Administrative Expenses 
General and administrative expenses for 1995 were $710,745 
compared to $366,330 in 1994. This increase is attributable 


to growth in the Company’s technical and support staff in 


engineering and land and use of a geological and land con- 
sultant to pursue new opportunities in the Pembina area. 
On a per unit of production basis, general and administrative 
costs decreased to $2.40 per BOE in 1995 from $4.16 per 
BOE in 1994. This trend is expected to continue in 1996 as 


the Company’s production base increases. 


Royalties Royalties, net of the Alberta Royalty Tax 
Credit, were $393,243 in 1995 compared to $137,116 in 1994 
reflecting the Company’s increased production in 1995. 

The Alberta Royalty Tax Credit amounted to $202,624 in 
1995 compared to $107,343 in 1994. 


Production Expenses Production expenses were 
$1,241,749 in 1995 compared to $470,326 in 1994 reflecting 
the significant growth in the Company’s production. On a 
barrel of oil equivalent basis, operating costs were $4.20 in 
1995 compared to $5.35 in 1994. This improvement is a 
result of the Company’s increased ownership and operator- 
ship of its oil and gas production facilities which improves 
its ability to control its operating expenses. This trend 
should continue in 1996 as the Company is building an 
operated gas facility at Saddle Hills and an operated central 
oil processing and water injection facility at Huntoon, 


which will be its major oil and gas producing properties. 


te Gest Expense Interest expense increased to 
$307,644 in 1995 from $60,296 in 1994 as the Company 
drew on its revolving production loan facility to finance 


development projects in its core areas. 


Ihe} 


Depletion, 
Depreciation and 


Site Restoration 
‘The depletion and deprecia- 


tion rate in 1996 was 9.2 per- 
cent compared to 5.6 percent 
in 1994 reflecting the signifi- 
cant increase in production as 
the Company tied-in a larger 
portion of its shut-in gas 
reserves. The depletion, 
depreciation and site restora- 
tion provision was $1,477,400 
($4.00/BOE) in 1995 compared 
to $528,000 ($6.00/BOE ) in 
1994. ‘The site restoration com- 
ponent of this provision was 
$50,000 ($0.17/BOE) in 1995 
compared to $13,000 
($0.15/BOE) in 1994 as a result 
of the Company’s increased 


ownership of oil and gas wells. 


Income ‘Taxes 
A provision of $267,600 was 


made for deferred income 


taxes in 1995 compared to no 
provision for deferred income 


taxes in 1994. 


Cash Flow and Net Income Cash flow from 
operations was $2,113,595 ($0.08 per share) in 1995 com- 
pared to $652,990 ($0.04 per share) in 1994, representing a 


224 percent increase. The Company’s weighted average 


number of shares was 26,270,882 in 1995 compared to 
17,319,302 in 1994. 


Net income increased 195 percent to $368,595 in 1995 com- 
pared to $124,990 in 1994. On a per share basis, net earnings 


were unchanged at $0.01. 


Liquidity and Capital Resources Elk Point 
expended net capital of $7,711,097 in 1995 compared to 
$7,656,741 in 1994. Exploration and development accounted 
for $2,307,647, oil and gas production facilities for 
$1,738,740, the acquisition of petroleum and natural gas 
assets for $3,998,705, land for $534,071 while $55,241 was 
spent on capitalized general and administrative and fixed 
assets. The Company received $923,307 from the disposi- 
tion of one producing oil property and other minor assets. 
Capital expenditures in 1995 were financed by funds from 
operations, bank debt, the working capital of an acquired 
100 percent subsidiary, and the issuance of flow-through 
shares. At year end, the Company had drawn $4,055,000 on 
its revolving production loan facility of $5,000,000. The 
Company funds its ongoing exploration and development 
activities from internally generated funds, bank debt, and 
the issuance of shares from treasury. When significant oil 
and gas property acquisitions are evaluated, all sources of 
financing are considered in pursuing these incremental 


opportunities. 


Outlook The Company 
has budgeted capital expendi- 
tures of $11.6 million in 1996 
consisting of $7.5 million for 
exploration and development 
and $4.1 million for acquisi- 
tions. An acquisition of oil and 
gas assets at Huntoon and 
Saddle Hills will be funded by 
an equity financing of $6.8 
million from the issue of 

6.5 million Special Warrants 
which will be convertible 

to 6.5 million Class A Common 
Shares of the Company upon 
the receipt of a final prospec- 
tus in the Provinces of Ontario, 
Alberta and British Columbia. 
Capital for exploration and 
development activities will 

be financed from internally 


generated funds. 
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auditors’ report to the shareholders 


We have audited the consolidated balance sheets of Elk Point Resources Inc. as at December 31, 
1995 and 1994 and the consolidated statements of income and retained earnings (deficit) and 
changes in financial position for the years then ended. These financial statements are the respon- 
sibility of the Company’s management. Our responsibility is to express an opinion on these 
financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those stan- 
dards require that we plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, 
as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the 
financial position of the Company as at December 31, 1995 and 1994 and the results of its 
operations and the changes in its financial position for the years then ended in accordance with 


generally accepted accounting principles. 


i? mM G ee ae Ch. —— l 


Chartered Accountants 


Calgary, Canada 
March 20, 1996 


management report 


vie 


‘The accompanying financial statements and all information in the annual report are the responsi- 
bility of management. The financial statements have been prepared by management in accor- 
dance with the accounting policies described in the notes to the financial statements. In the 
opinion of management, the financial statements have been prepared within acceptable limits of 
materiality and are in accordance with Canadian generally accepted accounting principles appro- 
priate in the circumstances. The financial information contained elsewhere in the annual report 
has been reviewed to ensure consistency with that in the financial statements. 

Management has developed and maintains systems of internal accounting controls, policies and 
procedures in order to provide reasonable assurance as to the reliability of the financial records 
and the safeguarding of assets. 

External auditors, appointed by the shareholders of the Company, have examined the financial 
statements and have expressed an opinion on the statements. ‘Their report is included with the 
financial statements. 

The Board of Directors of the Company has established an Audit Committee, consisting of non- 
management directors, to review these statements with management and the auditors. ‘Vhe Audit 


Committee has approved these statements on behalf of the Company’s Board of Directors. 


Pe ee |: 


Aidan M. Walsh 
President and Chief Executive Officer 
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consolidated balance sheets 


December 31 1994 
Assets 
Current assets: 
Cash $ — 
Accounts receivable 2,569,600 
Due from officer (note 3) 22,750 
2,992,590 
Due from officer (note 3) ZI” 
Petroleum and natural 
gas properties (note 4) 10,335,473 
$ 12,950,573 
Liabilities and Shareholders’ Equi 
Current liabilities: 
Bank indebtedness $ 14,646 
Accounts payable and accrued liabilities 2.970 150. 
2,984,796 
Long-term debt (note 5) 2,240,000 
Provision for site restoration 13,000 
Shareholders’ equity 
Share capital (note 6) 4,812,560 
Shares reserved for issuance (note 6) 3,224,540 
Retained earnings (deficit) (324,323) 
Cle dad 
Commitment (note 8) 
Subsequent events (note 9) 
$ 1:2,950.575 


See accompanying notes to consolidated 
financial statements. 


On behalf of the Board: 


Sate Coeete Cau Director 


Director 


financialstatements 


consolidated statements of income 


Years ended December 31 1995 1994 
Revenue: 
Petroleum and natural gas, net of royalties $ 4,277,296 $1,522,602 
Interest and other income 96,437 27,340 
4,373,733 1,549,942 
Expenses: 
Operating 1,241,749 470,326 
General and administrative 710,745 366,330 
Interest on long-term debt 307,644 60,296 
Depletion and depreciation 1,477,400 528,000 
3,737,538 1,424,952 
Income before income taxes 636,195 124,990 
Income taxes: 
Deferred 267,600 — 
Net income $ 368,595 $ 124,990 
Earnings per share $ 0.01 $ 0.01 
consolidated statements of retained earnings (deficit) 
1995 1994 
Deficit, beginning of year $ (324,323) $ (449,313) 
Net income 368,595 124,990 
Retained earnings (deficit), end of year $ 44,272 § (324,323) 
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See accompanying notes to consolidated 
financial statements. 


olidated statements of changes in financial position 


Years ended December 31 1995 1994 


Cash provided by (used in): 


Operations: 
Net income $ 368,595 $ 124,990 
Depreciation and depletion | 1,477,400 528,000 
Deferred income taxes 267,600 — 
Funds from operations : 2,113,595 652,990 
Change in non-cash working capital Mss 1,075,209 411,323 
3,188,804 1,064,313 
Investments: | 
Proceeds on sale of petroleum aN 
and natural gas properties 923,307 - 
Acquisition of subsidiary (818,766) - 
Purchase of petroleum and 
natural gas properties (7,815,638) (7,656,741) 
(7,711,097) (7,656,741) 
Financing: 
Issue of common shares for cash 4,160,299 1,900,866 
Long-term debt 1,815,000 1,065,000 
Issue of common shares 
for subsidiary company RT EN a ed ~ 
Loan to officer 22,750 Legs OM 
Shares reserved for issuance (3,224,540) 3,224,540 
4,573,251 6,213,156 
Increase (decrease) in cash during the year 50,958 (CV VAIA) 
Cash (bank indebtedness), beginning of year (14,646) 364,626 
Cash (bank indebtedness), end of year $ 36,312 $ (14,646) 
Funds from operations per share $ 0.08 $ (0.04 


Cash is defined as cash and bank indebtedness. 


See accompanying notes to consolidated 
financial statements. 
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notes to consolidated financial statements 


WD 


Years ended December 31, 1995 and 1994 
1. Significant accounting policies 


(a) Basis of presentation: 
The consolidated financial statements include the accounts of the Company and 
three wholly-owned subsidiaries. Effective January 1, 1996, the Company and two 


wholly-owned subsidiaries amalgamated to form Elk Point Resources Inc. 


(b) Petroleum and natural gas properties: 

‘The Company follows the full cost method of accounting for petroleum and nat- 
ural gas properties whereby all costs relating to the acquisition, exploration and 
development of petroleum and natural gas reserves are capitalized. Such costs are 
accumulated in a single cost centre representing the Company’s activity under- 
taken exclusively in Canada. These capitalized costs together with production and 
related equipment are depleted and depreciated using the unit-of-production 
method based on estimated gross proven oil and gas reserves as determined by 


independent reservoir engineers. 


In applying the full cost method of accounting, capitalized costs less accumulated 
depletion are restricted from exceeding a net recoverable amount equal to the 
estimated undiscounted future net revenues, based on current prices and costs, 
derived from proven reserves, less the aggregate estimated future site restoration 
and reclamation costs net of salvage values, development, general and admini- 
strative, financing and income tax costs plus the lower of cost and estimated fair 


value of unproven properties. 


The unit-of-production method is used to provide for estimated future site restora- 


tion costs of producing properties and facilities. 


The accounts reflect only the Company’s proportionate interest in exploration and 


production activities. 


(c) Per share data: 

Per share data is calculated using the weighted average number of shares outstand- 
ing 1995 — 26,270,882 (1994 — 17,319,302) during the year. Fully diluted per share 
data is not presented as the exercise of share options and warrants, if such options 


and warrants were exercised, is not dilutive. 


(d) Flow-through shares: 

‘The resource expenditure deductions for income tax purposes related to 
exploratory and development activities funded by flow-through share arrange- 
ments are renounced to investors in accordance with tax legislation. Oil and gas 
properties and share capital are reduced by the estimated cost of the renounced 


tax deductions when the expenditures are incurred. 


(e) Financial instruments: 
‘The Company periodically enters into contracts to hedge its exposure to price 
declines on a portion of its petroleum production. Gains or losses on these con- 


tracts are reported as adjustments to revenue in the related production month. 

2. Acquisition: 

Effective August 22, 1995, the Company acquired all of the issued and outstanding 
shares of Bellevue Resources Ltd., a company engaged in oil and gas exploration 
and development, for consideration of $735,042. The acquisition has been 


accounted for by the purchase method and the results of operations have been 


included from the date of acquisition. 


Assets: 

Net working capital items $ (83,724) 

Petroleum and natural gas properties 818,766 
$ 735,042 

Consideration: 

Issue of 4,499,344 common shares $ 1,799,742 

Less: cash received from acquisition (1,064,700) 
$ 735,042 


3. Due from officer: 


The amount due from officer is repayable in three annual payments of $22,750 
beginning in 1994, and bears interest at 5% per annum. The funds were loaned 
to the officer to purchase 932,500 common shares of the Company for $93,250. 

Interest of $1,948 (1994 — $3,156) was charged on the loan during the year. 


4. Petroleum and natural gas properties: 


Accumulated 


depletion and Net book 
1995 Cost depreciation value 
Petroleum and natural gas properties $ 12,714,561 $1,299,298 $ 11,415,263 
Gas plant and well equipment 5,787,953 625,546 5,162,407 
Other 59,058 17,556 41,502 


$ 18,561,572 $ 1,942,400 $ 16,619,172 


Accumulated 


depletion and Net book 
1994 Cost depreciation value 
Petroleum and natural gas properties $ 7,036,022 $ 333,349 $ 6,702,673 
Gas plant and well equipment Shell ctell| 179,495 3,601,886 


Other 33,070 2,156 30,914 
$ 10,850,473 $ 515,000 $ 10,335,473 


Costs of unproven properties excluded from costs subject to depletion and depre- 
ciation at December 31, 1995 were $2,970,000 (1994 — $1,670,000). The Company 
has capitalized general and administrative expenses during the year of $29,255 
(1994 — $28,703). 


5. Long-term debt: 


Revolving production loan facility $ 4,055,000 $ 2,240,000 


In 1995, the Company borrowed funds under a revolving production loan facility 
whereby repayments are not required provided the amounts borrowed do not 
exceed the lesser of $5,000,000 and an amount determined from time to time. The 
revolving production loan facility bears interest at bank prime rate plus 3/4% and 
is secured by a $7,500,000 fixed and floating charge demand debenture over all 


assets and a specific assignment of the Company’s gas contracts. 
6. Share capital: 
Authorized: 


Unlimited number of Class A voting common shares. 


Issued: 
Number of 

Shares Amount 
Balance, December 31, 1993 14,781,397 $ 2,911,694 
Issued for cash: 
Exercise of stock options 50,000 83720 
Exercise of Special Warrants 3,850,000 1,540,000 
Pursuant to private placement 635,750 540,388 
Share issuance costs — (183,272) 
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Issued: (continued) 


Number of 
Shares Amount 
Balance, December 31, 1994 19,317,147 4,812,560 
Acquisition of subsidiary 4,499,344 1,799,742 
Issued for cash: 
Exercise of Special Warrants 5,800,000 3,224,540 
Pursuant to flow-through share issue 
net of tax benefit of flow-through 
expenditures of $380,518 3,300,000 1,170,482 
Share issuance costs, net of deferred 
income taxes of $267,600 = 116,602 
Balance, December 31, 1995 32,916,491 $ 11,123,926 


(a) The Company has established a stock option plan whereby certain officers, 
directors and employees may be granted options to purchase common shares. 

At December 31, 1995, options held to purchase 1,974,069 (1994 — 1,539,069) 
common shares were outstanding with exercise prices ranging from $0.075 to $0.42 
(1994 — $0.075 to $0.65). During 1995, 980,929 options were repriced from $0.65 

to $0.42 per share. 


(b) During November, 1995, the Company completed two flow-through share 
offerings whereby the Company issued a total of 3,300,000 common shares at 
$0.47 per common share for a total consideration of $1,551,000. The Company is 
committed to expend and renounce $1,551,000 in qualified expenditures. At 
December 31, 1995, the Company had incurred $853,755 of expenditures. 


Subsequent to year end, the Company incurred the rest of the expenditures. 


(c) In November, 1994, the Company issued 5,800,000 Special Warrants at an issue 
price of $0.60 per Special Warrant. Each Special Warrant will entitle the holder to 
acquire one Class A common share of the Company at no additional cost. During 


1995, the Special Warrants were exercised and common shares were issued. 


(d) On March 14, 1994, the Company entered into an agency agreement to issue 
3,850,000 Special Warrants at a price of $0.40 per Special Warrant for total consid- 
eration of $1,500,000 before an agent’s commission of $92,400 and expenses of 
$36,512. Each Special Warrant was to be converted into one common share of the 
Company upon the earlier of a) the qualification of such shares for distribution 
pursuant to a prospectus; or b) March 30, 1995. The Special Warrants were exer- 
cised on June 10, 1994. 


DO 
Do 


7. Income taxes: 


The provision for income taxes varies from the amounts that would be computed 
by applying the statutory Federal and Provincial income tax rates aggregating 
44.6% (1994 — 44.3%) to income before income taxes. Income taxes have been 


computed as follows: 


1995 1994 

Computed “expected” tax provision $ 283,500 $ 53,300 
Crown royalties 267,800 108,300 
Alberta royalty tax credit (89,800) (47,000) 
Resource allowance (167,700) (63,500) 
Non-tax base depletion 14,100 = 
Utilization of prior years’ losses (40,300) (51,100) 
$ 267,600 $ Pe = 


Petroleum and natural gas properties with a net book value of $472,696 have no 
cost basis for income tax purposes. The difference arises from the issuance of 


flow-through shares. 


8. Commitment: 


‘The Company is committed under operating leases for the rental of its premises 


as follows: 
1996 $ 80,802 
1997 58,731 


9. Subsequent events: 


(a) Subsequent to year end, the Company entered into an underwriting agreement 
to issue and sell up to 6,500,000 Special Warrants for $6,825,000 exchangeable on a 
one-for-one basis for common shares upon regulatory approval, before reflecting 


the Agent’s fee and costs of issue. 


(b) Subsequent to year end, the Company has entered into an agreement to pur- 


chase certain oil and gas properties for cash of approximately $4,150,000. 


(c) Subsequent to year end, the Company granted 265,000 stock options to certain 
officers, directors and employees to purchase common shares at $.64 per share 


expiring January 11, 2001. 
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